UNITED STATESOF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

San Diego Gas & Electric Company,
Complanant,

V.

Sdlersof Energy and Ancillary Service Into

Markets Operated by the Cadifornia

Independent System Operator Corporation

and the Cdifornia Power Exchange,
Respondents.

Investigation of Practices of the Cdifornia
Independent System Operator and the
Cdifornia Power Exchange

Docket No. EL00-95-045

Docket No. EL00-98-042

ORDER ADOPTING REVISED JOINT STIPULATION OF ISSUES

ON MMCP ISSUES

(Issued March 11, 2002)

1 This order confirms my ruling at today's prehearing conference adopting arevised
Joint Narrative Stipulation of 1ssues (JS) filed on March 9, 2002 with regard to the
mitigated market clearing price issues (mmcp) set for hearing and is reproduced in the
Appendix. The JS shal apply to adjudication of these issues subject to further rulings and
orders. A separate JS which pertainsto section 202(c) issues will be filed later this week

and, when adopted, will govern adjudication of those issues.

Bruce L. Birchman

Presding Adminidrative Law Judge

APPENDIX



STIPULATED ISSUES

l. How are the mitigated market clearing prices (“MMCPSs’) determined
for each 10-minuteinterval during therefund period?

A. What isthe applicable formula for determining the MM CPs for
each interval?

All Parties' Position: The Commission has required the following formulato be
used in this hearing to determine the MM CP for each interval during the refund period:

MMCP = (Heat Rate x Gas Price + $6.00) x 1.1 (beginning January 6).

B. What isthe appropriate heat rate data set for each unit eligibleto
set the MM CP that should be referenced for insertion in the
MM CP Formula?

1. Should average and/or incremental heat rate curves be used
in the deter mination of the MM CP?

10 Position: Incrementd heat rate curves should be used to caculate the
MMCP. (1SO-5 at 21:20-24, 33:3-38:17; 1SO-19 at 15:4-29:27).

The California Parties Position': The Commission's orders require an anaysis
of the margind cogt in the red time Imbaance Energy market -- the margina cost can
only be evaluated by looking at the incrementa heat rate. (CAL-19 at 7:19 to 9:13;
CAL-6a 7:5t09:25; CAL-21 at 11:181t0 13:12; CAL-21 a 16:9t0 17:14; CAL-21 a
19:14-22:2; CAL-21 at 29:11 to 31:14 (ending with “rates’); CAL-21 at 32:3 to 39:4;
CAL-21 at 44:3t0 50:3; CAL-26 at 3:16 t0 4:22; CAL-26 at 9:8 10 13:23; CAL-26 at
15:21 t0 18:24).

California Generators Position% Actud average rather than incremental hest
rate curves should aways be used, to ensure that actua running costsin theinterva are

1 The Cdifornia Parties are, collectively, the Attorney Generd for the State of Cdifornia
(Attorney Generd), the Cdlifornia Electricity Oversght Board (EOB), the Cdifornia Public Utilities
Commission (CPUC), Pacific Gas and Electric Company (PG&E), Southern Cdlifornia Edison
Company (Edison) and San Diego Gas & Electric Company (SDG&E).

2 The Cdifornia Generators are, collectively, Duke Energy, Dynegy, Mirant, Reliant, and
Williams.
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recovered. (GEN-1 at 5:15-20; 7:12-15:2; 16:7-19:11; recovered. GEN-23 at 4:11-5:6).
At aminimum, average heet rates should be used when a unit is running solely to respond to
an IS0 digpatch ingtruction. (GEN-19 at 17:14- 19:48; GEN-23 at 5:9-6:8).

Enron’s Position: Average heet rate curves must be used given the predominate
characteristics of generation units sdlected as margina and the FERC goal of recresting
competitive market outcomes. (ENR-1 5:w18 to 11:5; ENR-1 12:9 to 16:4 and ENR-1

19:15to 22:6).

Slers Position® Average hesat rates generally should be used. Incremental heat
rates should not be used to determine MM CP unless the incrementa hest rate exceeds the
corresponding average hest rate for a specific unit of output. (SEL-1, page 19, lines4-5

and page 19, line 19 - page 27, line 17).

Powerex Corp.’s Position: Average, not incrementa, heat rates should be used
to determinethe MMCP. (PWX-1 at 5:10-12, 5:20t0 6:1, 6:23 to 7:1, 9:10 to 12:6,
17:410 19:12; PWX-5 at 5:5t0 6:21, 14:10-13, 14:17 t0 16:21).

PPL Parties Position: Use of average hest rates is necessary to replicate
market outcomes, under which sdllers would have priced so asto recover fully their short-
run margina cogts. Use of incrementd heat rates would not alow the necessary recovery.

(PPL-1at 7:11 - 12:11).

Arizona Electric Power Cooperative, Inc. Position: Average hest rate curves
should be used in those hours where smple cycle turbines would not have been dispaiched
at al but for spot sales to the ISO and others (AEP-12 at 10:6-11.7).

Pasadena's Position: Average heat rate curves should be used. (PAS-1A at
7:11-12:2; PAS-2; PAS-3)

Modesto Irrigation District (MID)Position: MID believesthat the proper heet
ratesto be gpplied in calculating the Mitigated Market Clearing Price are the average heat
rates over the hour. (Ex. MID-1 at 3:9 to 4:18 (Jackson)).

Saff Position: The Commission intended for incrementa hesat rate curves to be
used to develop the MMCP. (S-26 at 19:9-22:22 and 32:3-33:11).

2. Which hest rate source data should be used and are the data
accurate?

All Parties' Sipulation: The Parties have stipulated to the use of the base hest

3 Sdlers are, collectively, Avista Energy, BP, Cora Power, LLC, IDACORP, Puget and Sempra
Energy Trading Corp. Sellers are sponsors of the testimony of Dr. Charles J. Cicchetti.
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rate data supplied by generators pursuant to the April 26 Order as modified by the
Stipulation as to Heat Rates and Non-Natural Gas Generation entered into in this
proceeding (“Heat Rate Stipulation”).

Saff Position: Staff dso disagrees with Pasadena's proposal to include
minimum load fud costs. (S-26 at 29:20-30:19).

3. Ifincremental heat rate curves are used, should they be
adjusted to be monotonically non-decreasing?

IO Position: The ISO adjusted incremental heet rate curves so that aunit’'s
incrementa heat rate curve never decreases as the operating level of the unit increases.
The 1SO did so in order to ensure consistency with the ISO’s market design and software

used to implement the June 19 Order, but the | SO does not contend that it is necessary to
have monotonicaly non-decreasing hesat rate curves during the refund period. (1SO-5 at
26:16-27:21; 1SO-20 at 8:1-9:7).

The California Parties Position: The monaotonicaly non-decreasing condraint
imposed on heet rates by the 1SO is an improper adjustment that artificidly increasesthe
level of the heat rates used in calculating the MMCP. (CAL-1 at 16:14 to 18:10).

California Generators Position: Incrementa heat rates should not be used,
leaving no reason to reach the question whether the incrementa heet rates should be
adjusted to become monotonically non-decreasing. Seel.B.1 above. Itis"lesswrong,”

however, to use monotonically non-decreasing incrementa heet rates than to use
unadjusted incremental heet rates. Hence, if incrementd hest rates were used—for
example, under the "mixed heet rate”’ gpproach—it would be appropriate to use
monotonically non-decreasing incrementa heat rates. (GEN-23 at 5:9-6:8).

Enron’s Position: The use of incrementa heet rate curvesin the ISO
Methodology is inconsstent with economic theory. (ENR-11:7 to 14:3). The use of
monotonically non-decreasing heet rates in the SO Methodology is flawed, asit isonly

required under a hypothetica dispatch methodology contrary to the Commission’s Orders.
(ENR 1 18:8 to 22:6).

Powerex Corp.’s Position: Monotonicaly non-decreasing heat rates should not
be used. Average hest rates should be used. (PWX-1 a 9:10to 12:5, 17:4 t0 19:12;
PWX-5 at 5:5t0 6:21, 14:10-13, 14:17 to 16:21; PWX-52 at 2:21-24; 4:16 t0 7:2).
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Saff Position: Staff agrees with the testimony of the generators and the
Cdifornia partiesin opposition to adjustment of incrementa heet ratesto be
monotonically non-decreasing. (S-26 at 34:19-36:23).

26

- C. At what operating point on the heat rate curve should a unit’s heat rate
betaken for insertion into the MM CP Formula?

SO Position: The actua incrementd hest rate for units digpatched during each
10-minute interval should be based on the Acknowledged Operating Target (“AOT”) for
each unit. The AOT isdefined asthe Final Hour-Ahead Schedule for Energy submitted for

each unit, plus any red-time Energy dispatched by the ISO during that hour. (ISO-1 at 28:6-
33:4; 1SO-19 at 33:19-39:15).

28

The California Parties Position: The 1SO properly determined the hest rate by
consdering the Acknowledged Operating Target of a unit, which is the operating point that
results from the ISO's decisons to dispaich the unit in the BEEP stack. (CAL-1at 3:11-

19; CAL-19 at 2:10-12).

29

California Generators Position: The heat rate should be determined at the
actua operating levd of each unit during each interva, not a a hypothetica target
operating level (i.e., the AOT) estimated by the ISO through sdlective inclusion of

dispatch instructions issued through the computerized BEEP Stack. (GEN-1 at 6:14-6:22
and 45:1-45:22; GEN —23 at 4:1-4:10).

30

a1 Enron’s Position: The operating point on the heat rate curve should be
determined by reviewing actua metered data- not hypothetical data. (ENR-1 22:7-24:3).
- Powerex Corp.’s Position: Usethe actud operating level of each unit during the
applicableinterval. (PWX-1 at 18:8-14).

a3 Saff Position: Staff does not oppose the 1SO's position.
D. What unitsareé€ligibleto set the MM CP for each 10-minute
interval in therefund period?

1. Isdigibility to set the MM CP contingent upon a unit having

% had a bid in the BEEP Sack?

IO Position:  Only those units with bids dispatched in merit order through the
BEEP system (and “ acknowledged” by the units operators) so that they were actudly
eigible to set the market clearing price in the ISO’s Red Time Market should be digible
to set the mitigated price for each interval. (ISO-1 at 41:1-52:22; 1SO-19 at 40:1-42:10,
53:12-54:6).

36
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The Cdifornia Parties Podtion: The SO properly limited digibility to set the

MMCP to units that had bid into the BEEP Stack (i.e. energy bids submitted to the ISO in

connection with bidsin the ISO's ancillary services and supplementa energy markets),
consstent with the Commission's Refund Orders. (CAL-19 & 9:14 to 11:4; CAL-21 at
13:16to 15:7; CAL-21 at 50:6 to 61:21; CAL-26 at 5:17 to 5:23; CAL-26 at 6:210 65;
CAL-26 a 6:8 to 7:16(ending with “market”); CAL-26 at 19:1t0 19:11; CAL-26 at 19:13
to 19:15; CAL-26 at 19:17 to 20:2; CAL-26 at 20:9 to 21:14; CAL-26 at 21:20 to 25:5).
Of the various Cdlifornia markets, the merit order dispatch in the BEEP stack providesthe
best proxy for the results that would have existed in an efficient, competitive market.
(CAL-21at 14:11to0 15:7).

California Generators Position: Any unit that the |SO dispatched for energy to
serve red-time demand in an interva should be digible to sat the MMCP in such interval.
(GEN-1at 19:12-32:5). Eligibility cannot be limited to BEEP Stack units because the

BEEP Stack was not the primary mechanism of the |SO for meeting system imbaance
energy requirements during the refund period. (GEN-1 at 22:6-28:9). The Commisson’s
Orders do not redtrict digibility to set the MMCP to units that had bids in the BEEP Stack.
(GEN-1 at 28:10-32:5).

Enron’s Position: The BEEP Stack requirement is an artificia condraint put on

the selection criteriafor margina units and is not supported by FERC orders, the evidence
in this case or economic theory. (ENR-1 24:5 to 29:20).

SHlers Position: No. Dr. Cicchetti tetifies that the margind cost of the most
expendve source of supply dispatched in the real time market should be used to establish
the MMCP (SEL-1, at page 28, line 1-18; page 29, line 8-10, 23-24; page 30, line 2;

Exhibit SEL-3).

Powerex Corp.’s Position: No. The MMCP should be caculated using the
margina cost of the most expensive source of supply dispatched in the red time market,
which includes energy supplied to the 1SO from units outside of the BEEP stack. (PWX-1

at 5:18-19, 6:1-18, #1-3—32+7:1-3, 12:7 to 17:2; PWX-5 at 8:3 t0 14:13; PWX-46 at
3:9-21; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1t0 4:14, 7:3 to 9:15).

PPL Parties Position: No. The CAISO improperly excludes many transactions
outside the BEEP stack even though those transactions were a significant portion of the
energy supplied to the CAISO, were integrd to the marketplace, and are subject to refund.

(PPL-1at 12:12 - 17:11).

Saff Position: The Commission sad to sdlect from units digpatched in the red-
time imbal ance market which means units dispatched through the BEEP stack. (S-26 a
43:15-45:4).
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2. Arethefollowing energy typesdligibleto set the MM CP?

a. BEEP Supplemental?

IO Position:  Yes, if dispatched in merit order. (1SO-1 at 6:10-7:2, 41:1-45:2).

The California Parties Position: Yes, the ISO properly limited digibility to set
the MMCP to units that had bid into the BEEP stack, including those units that had
submitted Supplemental Energy bids. (CAL-1 a 3:11-19; CAL-19 at 2:10-12).

California Generators Position: Units providing load-following supplementa
energy through the BEEP Stack were serving system redl-time energy needs and should be
eigibleto set the MMCP. (GEN-1 at 32:15-33:2).

Enron’s Position: Yes, dthough units alowed to set MM CP should not be
congtrained to those in the BEEP stack. (ENR-1 24:19-29:20).

SHlers Position: Dr. Cicchetti conceptudly would prefer to have dl of these
included. (SEL-1, page 15, line 3 —page 18, line 20).

Powerex Corp.’s Position: Yes. (PWX-1at 5:18-19, 6:1-18, 7:1-3, 12:7 to
17:2; PWX-5 at 8:310 14:13; PWX-47 at 4.6; PWX-52 at 2:15-20, 3:1to 4:14, 7:3to
9:15).

Saff Position: Yes. (S-26 at 44:17-45:4).

b. BEEP Spin, Non-spin and Replacement A/S?

IO Position:  Yes, if dispatched in merit order. (1SO-1 at 6:10-7:2, 41:1-45:2).

The California Parties Position: Yes, the ISO properly limited digibility to set
the MMCP to units that had bid into the BEEP stack, including those units that had
submitted Energy bids associated with Spinning, Non-Spinning, and Replacement

Reserves. (CAL-1at 3:11-19; CAL-19 at 2:10-12).

California Generators Position: Units providing ancillary services through the
BEEP Stack were serving system redl-time energy needs and should be digible to set the
MMCP. (GEN-1 at 32:24-33:2).

Enron’s Position:  Yes, athough units alowed to set MMCP should not be
congtrained to those in the BEEP stack. (ENR-1 24:19-29:20).

SHlers Position: Dr. Cicchetti conceptudly would prefer to have dl of these
included. (SEL-1, page 15, line 3 — page 18, line 20).

Powerex Corp.’s Position: Yes. (PWX-1 at 5:18-19, 6:1-18, 7:1-3, 12:7 to
17:2; PWX-5 at 8:3t0 14:13; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1to 4:14, 7:3to
9:15).
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Saff Position: Yes, assuming this refers to the BEEP dispatch of energy
associated with these ancillary services.

c. OOS Non-congestion Imbalance Ener gy
Supplemental ?

IO Position: No. (1SO-1at 13:1-13, 41:1-45:14, 47:7-11; 1SO-19 at 40:1-
42:10).

The California Parties Position: No, the ISO properly excluded from digibility
to set the MM CP units that were dispatched by the 1SO for reasons other than the
economic merit order dispatch in the BEEP stack. Thus, out of sequence energy -- which

by definition was not digpatched in merit order in the BEEP stack -- was properly excluded.
(CAL-1at 3:11-19; CAL-19 at 2:10-12).

California Generators Position: Out-of-sequence dispatches of unitswith
BEEP Stack bids that were made for genera system reliability reasons and not for
congestion-related locd reliability reasons should be eigible to set the MMCP. (GEN-1
at 33:4-35:4; GEN-19 at 4.6-4:11; 14:13-15:8).

Enron’s Position: Yes, athough units alowed to set MMCP should not be
congtrained to those in the BEEP stack. (ENR-1 24:19-29:20).

SHlers Position: OOS cdlsto meet locationd, rather than system reliability
requirements were incorrectly excluded by the ISO. (SEL-1, page 28, line 7-18).

Powerex Corp.’s Position: Yes. (PWX-1 at 5:18-19, 6:1-18, 7:1-3, 12:7 to
17:2; PWX-5 at 8:3t0 14:13; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1to 4:14, 7:3to
9:15).

PPL Parties' Position: To the extent these transactions were used to supply
imbaance energy to Cdifornia eectricity market they should beincluded. (PPL-1 at
12:12-17:11).

Saff Position: Yes. S-26 at 50:14-50:23.

d. OOS Non-congestion Imbalance Energy Spin, Non-
Spin and Replacement A/S?

IS0 Position: No. (ISO-1 at 13:1-13, 41:1-45:14, 47:7-11; 1SO-19 at 40:1-
42:10).

The California Parties Position: No, the 1SO properly excluded from digibility
to set the MM CP units that were dispatched by the 1SO for reasons other than the
economic merit order dispatch in the BEEP stack. Thus, out of sequence energy -- which

by definition was not dispatched in merit order in the BEEP stack -- was properly excluded.
(CAL-1at 3:11-19; CAL-19 at 2:10-12).
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California Generators Position: Out-of-sequence dispatches of units with
BEEP Stack bids that were made for genera system reliability reasons and not for
congestion-related local riability reasons are eigible to set the market clearing price
under the 1SO Tariff and should be digible to set the MMCP. (GEN-1 at 33:4-35:4; GEN-
19 at 14:13-15:8).

Enron’s Position: Yes, athough units alowed to sst MMCP should not be
constrained to those in the BEEP stack. (ENR-1 24:19-29:20).

SHlers Position: OOS cdlsto meet locationd, rather than system religbility
requirements were incorrectly excluded by the 1ISO. (SEL-1, page 28, line 7-18).

Powerex Corp.’s Position: Yes. (PWX-1 at 5:18-19, 6:1-18, 7:1-3, 12:7 to
17:2; PWX-5 at 8:3t0 14:13; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1t0 4:14, 7:3 to
9:15).

PPL Parties Position: To the extent these transactions were used to supply
imbalance energy to Cdifornia eectricity market they should beincluded. (PPL-1 a
12:12 - 17:11).

Saff Position: Staff has not taken a position on thisissue.

e. OOSCongestion?

SO Position: No. (ISO-1at 13:1-13, 41:1-45:14, 47:7-11; 1SO-19 at 40:1-
42:10).

The California Parties Position: No, the ISO properly excluded from digibility
to set the MMCP units that were dispatched by the 1SO for reasons other than the
economic merit order dispatch in the BEEP stack. Thus, out of sequence energy -- which

by definition was not dispatched in merit order in the BEEP stack -- was properly excluded.
(CAL-1a 3:11-19; CAL-19 at 2:10-12).

California Generators Position: Out-of-sequence units dispatched out-of -
merit for congestion/loca reiability reasons should not be eigible to set the MMCR,
since they are presumed not dispatched for system energy needs. (GEN-1 a 33:4-34:10).

SHlers Position: OOS cdls to meet locationd, rather than system reliability
requirements were incorrectly excluded by the ISO. (SEL-1, page 28, line 7-18).

Powerex Corp.’s Position: Yes. (PWX-1at 5:18-19, 6:1-18, 7:1-3, 12:7 t0
17:2; PWX-5 at 8:3t0 14:13; PWX-47 a 4:6; PWX-52 at 2:15-20, 3:1t0 4:14, 7:3to
9:15).

Saff Position: No. $26 at 50:14-50:23 (not digible to set market clearing
price).

f. OOM?
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1SO Position: No. (ISO-1 at 13:15-15:16, 41:1-45:14, 46:16-47:19; 1SO-19 a
40:1-42:10).

The California Parties Position: No, the ISO properly excluded from digibility
to set the MMCP units that did not submit bids for the 1SO operated Imbalance Energy
markets. Thus, out of market energy -- which by definition was sold to the 1SO outside of

the organized 1SO markets -- was properly excluded. (CAL-1 at 3:11-19; CAL-19 at 2:10-
12; CAL-21 at 53:11 to 56:2; CAL-21 at 56:3 to 56:13).

California Generators Position: Since the ISO is authorized to procure out-of-
market (*OOM”) energy to meet system energy needs when the BEEP Stack is exhausted
or unable to meet such needs, OOM units should be digible to set the MMCP. (GEN-1 at

35:6-36:23; GEN-19 at 12:5-12:11). 1SO may have misclassfied certain transactions as
OOM. (GEN-19 at 11:10-14:12).

Enron’s Position: Yes, units providing OOM energy should be eigible to set the
MMCP , to avoid distortions cregted by the small and potentialy biased set of unitsin the
BEEP stack. (ENR-1 25:4 t0 29:20; ENR-5).

SHlers Position: OOM purchases needed for system reliability but outside the
ISO actual control areawere incorrectly excluded by the ISO. (SEL-1, page 28, line 7-
18).

Powerex Corp.’s Position: Yes. (PWX-1 at 5:18-19, 6:1-18, 7:1-3, 12:7 to
17:2; PWX-5 at 8:3t0 14:13; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1to 4:14, 7:3to
9:15).

PPL Parties Position: The CAISO improperly excludes OOM transactions,
supplied largely by CSG members, even though those transactions were a sgnificant
portion of the energy supplied to the CAISO, wereintegra to the marketplace, and are

subject to refund. (PPL-1 at 12:12 - 17:11).

Saff Position: No. (S-26 at 47:11-48:17).

g. Resdual Energy?

SO Position: No. (ISO-1 at 10:12-11:2, 41:1-45:14, 46:17-22; 1SO-19 at
53:12-54:6).

The California Parties Position: No, the ISO properly excluded from digibility
to set the MMCP units that provided more or less energy in red-time for reasons other
than the economic merit order dispatch in the BEEP stack. Thus, residua energy -- which
istheincidental result of ramping to reach Acknowledged Operating Targets -- was
properly excluded. (CAL-1at 3:11-19; CAL-19 at 2:10-12).

California Generators Position: Units providing residud energy are adlowed to

et the dearing price under the Commisson’s mitigation orders and should be digible to
set the MMCP. (GEN-1 at 37:1-38:14).
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SHlers Position: Residud imbaance energy previoudy dispatched was

» incorrectly excluded by the 1SO. (SEL-1, page 28, line 7-18).

Powerex Corp.’s Position: Yes. (PWX-1 at 5:18-19, 6:1-18, 7:1-3, 12:7 to
100 17:2; PWX-5 at 8:3t0 14:13; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1to 4:14, 7:3to0
9:15).

Saff Position: No. (Ex. S-26 at 51:24-52:13).
101

h. Regulation?
102 <

103 (ISO-1 at 11:4-21, 41:1-45:14, 47:1-5; 1SO-19 at 53:12-54:6).
The California Parties Position: No, the ISO properly excluded from
104 digibility to set the MMCP units that were dispatched by the 1SO for reasons other than
the economic merit order digpatch in the BEEP stack. Thus, energy associated with
regulation service -- which is produced for rdigbility reasonsin response to instantaneous
differences between load and supply rather than as aresult of the merit order dispatch in the
BEEP stack -- was properly excluded. (CAL-1at 3:11-19; CAL-19 at 2:10-12).

California Generators Position: Units digpatched for regulation should be not
105 digibleto set the MMCP. (GEN-19 at 9:1-9:4).

SHlers Position: Regulation energy needed but not ramped up or down in any

106 gpecific merit order was incorrectly excluded by the 1SO. (SEL-1, page 28, line 7-18).

Powerex Corp.’s Position: Yes. (PWX-1 at 5:18-19, 6:1-18, 7:1-3, 12:7 to
107 17:2: PWX-5 at 8:3t0 14:13; PWX-47 a 4:6; PWX-52 at 2:15-20, 3:1to 4:14, 7:3to
9:15).

108 Saff Position: No. (S-26 at 45:24-46:16 and 50:32-51:11).

109 i.  Other Imbalance Energy?

ISO Position: No. (1SO-1 at 12:1-22, 15:18-16:23, 41:1-45:14, 47:13-23,
10 49:21-50:4).

The California Parties Position: No, the ISO properly excluded from
11 digihility to set the MMCP units that were dispatched by the SO for reasons other than
the economic merit order dispatch in the BEEP stack. Thus, other energy sources --
such as energy pre-arranged in the PX markets, energy resulting from rdiability must run
agreements, uningtructed energy that the 1SO had not requested, and energy associated with
bilateral transactions -- was properly excluded. (CAL-1at 3:11-19; CAL-19 at 2:10-12;
CAL-21 at 55:9t0 56:2; CAL-21 at 57:18 to 61:21; CAL-26 at 20:15 to 21.8).

California Generators Position: While uningructed energy has been
112 excluded, CTs operating for their minimum run time are digible to s&t the MMCP
(GEN-1 at 41:11-41:15). RMR and other locd rdiability energy dispatches have not
been treated as eigible to set the MMCP. (GEN-1 at 40:3-41.9).
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Enron’s Position:  Units providing energy in the Cad PX market should dso be
eigibleto set the MMCP. (ENR-1 32:5 to 34:3).

Powerex Corp.’s Position: Yes. (PWX-1 at 5:18-19, 6:1-18, 7:1-3, 12:7 to
17:2; PWX-5 at 8:310 14:13; PWX-47 at 4.6; PWX-52 at 2:15-20, 3:1to 4:14, 7:3to
9:15).

Saff Position: Staff supports Mr. Tranen's proposal to include combustion
turbine units, digpatched by the 1SO, for their entire minimum-run time. (S-26 at 52:14-
52:27). Staff opposes Dr. Cicchetti's proposa to include RMR units. (S-26 at 52:28-
53:3).

3. If digibility of a unit is contingent upon having had a
bid in the BEEP Sack, what 22approach to digibility
should be taken during intervalsin which therewere
incremental dispatch instructions from the BEEP
Sack?

IO Position: During intervals when a gas-fired unit was digpatched in merit
order to provide incremental energy, the margind unit is the gas-fired unit with the
highest margind operating costs that had an acknowledged dispatch for incrementa

energy. (1SO-16 at 4:13-5:5:2; 1SO-19 at 42:12-51:6).

The California Parties Position: When there were units operating in response
to incrementa dipatch ingtructions from the BEEP stack, the ISO properly chose from
those units that unit with the highest margind operating cost during a particular interva.

(CAL-1la 3:11-19; CAL-19 at 2:10-12; CAL-21 at 22:3t0 26:4; CAL-21 at 27:8 t0 29:7).

California Generators Position: Eligibility should not be limited to units that
had bids in the BEEP Stack, but, in dl events, units with incremental dispaich indructions
should be trested on the same basis as units with decrementa instructions and the highest

cost unit with such an ingruction should be chosen. (GEN-1 at 7:1-7:8; 47:10-47:23;
GEN-19 at 6:15-7:14).

Enron’s Position: Eligibility of units should not be contingent upon having a
bid in the BEEP stack, as the BEEP stack was smdl and potentidly distorted by 1SO
actions for much of the period. (ENR-1 25:4 to 29:20).

SHlers Position: The unit actudly dispatched with the highest margind
running costs should set the MMCP  Hypothetica or assumed dispatch should not be
used. (SEL-1, page 31, line 8- page 46, line 20; SEL-11, page 7, line 8 — page 12, line

7).

Powerex Corp.’s Position: Eligibility of aunit should not be contingent upon
having abid in the BEEP Stack. All units that supplied energy to the ISO to help to
maintain its system are digible. (PWX-1at 5:13-19, 6:1-18, 7:1-3, 12:7 to 17:2;

PWX-5 at 8:3to 14:13; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1 to 4:14, 7:3t0 9:15).
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Saff Position: Staff supportsthe ISO's position of preferring incrementa over
decrementd dispatch for choosing the margind unit. (S-26 at 39:4-40:12).

4. If digibility of a unit is contingent upon having had a bid in
the BEEP Sack, what approach to digibility should be
taken during intervalsin which there wer e decremental
digpatch instructions, but not incremental dispatch
ingtructions, from the BEEP Sack?

IO Position: During intervas when no gas-fired units were dispatched in merit
order to provide incremental energy, the margind unit isthe gas-fired unit with the
lowest marginal operating costs that had an acknowledged decrementa dispatch
instruction. (ISO-1 at 37:1-38:9; 1SO-16 at 5:4-20, 6:17-7:10; 1SO-19 at 42:12-51:6).

The California Parties Position: When there were decrementa dispatch
ingructions, but no incrementa dispatch ingtructions, the 1SO properly looked to the
unit on the margin in the BEEP stack, which was the decrementa unit with the lowest

margina operating cost. (CAL-1at 3:11-19; CAL-19 at 2:10-12).

California Generators Position: Eligibility should not be limited to units that
had bidsin the BEEP Stack, but, in al events, the highest cost unit with a decrementa
ingtruction should be selected to set the MM CP rather than selecting the lowest cost

units with a decrementa ingtruction. (GEN-1 at 48:1-48:4; GEN-19 at 7:15-7:21).

Enron’s Position: Eligibility of units should not be contingent upon having a
bid in the BEEP stack, asthe BEEP stack was small and potentialy distorted by 1SO
actions for much of the period. (ENR-1 25:4 to 29:20; ENR-5).

SHlers Position: The unit actudly dispatched with the highest margind
running costs should set the MMCP. Hypothetical or assumed dispatch should not be
used. (SEL-1, page 3L, line8 - page 46, line 20; SEL-11, page 7, line 8 — page 12, line

7).

Powerex Corp.’s Position: Eligibility of aunit should not be contingent upon
having had abid in the BEEP Stack. The real time metered data should be used, which
does not use the incrementa or decremental |abels and the correct approach is to use the

most expengive unit from the set running, asidentified in the ISO's datafilert_act.csv.
(PWX-1at 5:13-19, 6:1-23, 7:1-3, 12:7t0 17:2; PWX-5 at 4:13t0 5:2, 12:22 t0 13:12;
PWX-46 at 3:9-21; PWX-52 at 2:15-20, 3:1to 4:14, 7:3 to 9:15).

Saff Position: Staff supportsthe 1SO's position of choosing the unit with the
lowest decrementa cost as the marginal unit. (S-26 at 38:21-38:23 and 40:21-40:37).

5.  What approach to deter mining the unit that setsthe MM CP
should betaken during intervalsin which no digible unit
was dispatched for imbalance energy?
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IO Position: During these intervals, the margind unit is the gasfired unit with
133 thelowest margina operating costs that had a bid for incremental energy submitted in
the ISO's BEEP system. (1SO-1 at 38:10-39:14; ISO-16 at 6:1-7:10; 1SO-19 at 52:1-
53:10).

The California Parties Position: When there were no incremental or
decrementd digpatch indructionsin an interva, the 1SO properly looked to the unit on
the margin in the BEEP stack, which was the incrementd unit that would have next been

dispatched if a dispatch ingtruction wasissued. (CAL-26 a 7:17-21; CAL-26 at 22:4 to
24:19 (ending at “t0"); CAL-26 at 24:19 (beginning at “non-PGA”) to 25:5).

134

California Generators Position: During intervasin which no digible unit was
135 digpatched for real-time energy, the MMCP should be determined by “filling in the
curve,” i.e., by taking the average of the MMCP cdculated for the interval before and the
interva dfter, rather than by choosing the unit with the lowest cost that had a BEEP Stack
bid. (GEN-1 at 7:3-7:8 and 46:6-46:17; GEN-19 at 8:1-8:16).

SHlers Position: The unit actudly dispatched with the highest margina
16 runni ng costs should set the MMCPR. Hypothetica or assumed dispatch should not be
used. (SEL-1, page 31, line8 - page 46, line 20; SEL-11, page 7, line 8 — page 12, line
7).

Powerex Corp.’s Position: Eligibility of aunit should not be contingent upon
137 having had abid in the BEEP Stack. The redl time metered data should be used, which
does not use the incrementa or decrementa |abels and the correct approach isto use the
most expendve unit from the set running, asidentified in the ISO's datafile rt_act.csv.
(PWX-1at 5:13-19, 6:1-18, 7:1-3, 12:7 to 17:2; PWX-5 at 4:13t0 5:2, 8:3t0 14:13;
PWX-47 at 4.6; PWX-52 at 2:15-20, 3:1to0 4:14, 7:3t0 9:15).

- Saff Position: Staff supportsthe ISO's position. (S-26 at 37:11-38:14).

6.  Should unitsrunning on fuds other than natural gasbe
139 eligibleto set the MM CP?

All Parties’ Sipulation: Units running on fuds other than naturd gas should
140 not be digible to set the MMCP in those intervals in which they were operating on fuds
other than natural gas, as provided in the Heat Rate Stipulation.

7. Should unitsthat did not show positive or negative
responsesto BEEP Sack dispatch instructions be digible
to set the MM CP?

141

IO Position: The 1SO did not factor into its determination of the margina unit
142 whether or not aunit actually responded to an acknowledged 1SO dispatch ingtruction.
However, it may be appropriate to disqudify those unitsthat did not ddiver incrementa
energy pursuant to SO dispatches from digibility to set the mitigated price. (1SO-19 at
39:1-15).
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The California Parties Position: Unitsthat failed to respond to BEEP stack
dispatch ingtructions should not be counted as if they had run; such units should be
excluded from digibility to set the MMCP. (CAL-1 at 21:6 to 24:10).

California Generators Position: BEEP Stack digpatch ingtructions should not
be a criterion for digibility to set the MMCPR Unitsthat did not actudly run in response
to SO digpatch instructions should, however, be excluded from the analysis (GEN-1 at
19:20-28:9; GEN-23 at 3:10-3:23).

Enron’s Position: Eligihility of units should not be contingent upon having a
bid in the BEEP stack, as the BEEP stack was small and potentialy distorted by 1SO
actions for much of the period. (ENR-1 25:4 to 29:15; ENR-5).

Powerex Corp.’s Position: Thisissueis not relevant because thered time
metered data should be used, which does not use the incremental or decrementa |abels
and the correct gpproach is to use the most expensgive unit from the set running, as

identified in the ISO'sdatafilert_act.csv. (PWX-1at 5:13-19, 6:1-18, 7:1-3, 12:7 to
17:2; PWX-5 at 4:13t0 5:2, 8:31t0 14:13; PWX-47 a 4.6, PWX-52 at 2:15-20, 3:1to
4:14, 7:310 9:15).

Saff Position: If unit failsto respond it cannot set BEEP stack clearing price
and should not set the MMCP. (S-26 at 43:4-43:13 and 56:21-57:6).

8.  Should unitsoutside the | SO control area beeligibleto set
the MM CP?

ISO Position: No. (ISO-1 at 40:13-22; 1SO-19 at 57:17-59:6).

The California Parties Position: The SO properly excluded from its analyss
supplies outside of the 1SO control area -- it is generdly not possble to determine the
hest rates for supplies originating outside of the control area. (CAL-19 at 9:14 to 11:4;

CAL-21 at 13:16t0 14:8.; CAL-21 at 14:11 to 15:7).

California Generators Position: MM CPs were calculated on a data base that
included only generating units within the ISO Control Area. (GEN-1 at 5:15).

Arizona Electric Power Cooperative, Inc. Position: Units outside the 1ISO
control area should be eligible to set the MMCP (AEP-12 at 3:10-3:18 and 4.1-5:22,
AEP-13).

Slers Postion: Dr. Cicchetti believes units outside the 1SO control area
should be included in the determination of MMCPR. (SEL-1, page 15, line 3 — page 18,
line 20).

Powerex Corp.’s Position: Yes. Any generator that supplied energy to help
maintain balance in the ISO system should be included. (PWX-1 at 5:13-19, 6:1-18,
7:1-3,12:7t0 17:2; PWX-5 a 8:3t0 14:13; PWX-47 at 4:6; PWX-52 at 2:15-20, 3:1
to 4:14, 7:3 10 9:15).
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PPL Parties Position: Yes. The CAISO improperly excludes many units
outside the 1SO contral areathough those transactions were a Significant portion of the
energy supplied to the CAISO, wereintegra to the marketplace, and are subject to

refund. (PPL-1at 12:12-17:11).

Saff Position: Units outsde Cdiforniaare not digibleto st MMCP. (S-26 at
54:15-55:24).

E. Additional Issues Related to the MM CP Calculation.

1. What isthe proper use of gas priceindicesfor the
calculation of the MM CP for each interval?

IO Position: The gas price used in cadculating the mitigated price should be
the average of the published midpoint daily spot gas prices reported in the indices
required to be used by the Commission for the northern and southern zones. (1SO-5 at

39:16-41:3; 1SO-20 at 13:3-16:13).

The California Parties Position : The 1SO properly used the smple average of
the daily midpoint natural gas prices, reported by the indices sdlected by the
Commission, amethod which is mandated by the Commission’s Refund Orders and
Judge Wagner’ s July 12 Recommendation, and which is congstent with the way in which
the spot gas markets operate. (CAL-22 at 5:7to 7:4; CAL-22 at 14:1 to 15:15; CAL-22 &
22:23t0 23:4).

California Generators Position: MMCPswere cdculated utilizing the same
gas prices asthe SO (with one minor exception). (GEN-1 at 4:1-4:2).

SHlers Position: The ISO used an incorrect method to determine gas prices,
based upon midpoints, averages of recalculated averages and volume-weighted averages.
The margind naturd gas codt for caculating MMCP isthe “high” or “pesk” priceon a

particular day and not the midpoint price, especidly when the range of pricesis quite large.
Common high prices are conservative surrogates for the spot prices of naturd gas. Thus,

for SP15, the proper gas price index is the common high price reported in Gas Daily. For
NP-15, the proper gas price index is the average of the common high price reported in Gas
Daily and the high prices reported by NGI and Insde FERC. (SEL-1, page 46, line 21-page
56, line 7; SEL-3; SEL-6; SEL-7; SEL-11, page 12, line 8 — page 14, line 15).

Powerex Corp.’s Position: Common High Vaue defined and published in Gas
Daily which isaMcGraw Hill publication. (PWX-7:10-18; PWX-46 at 2:26 to 3.7).

PPL Parties Position: The proper gas price index for the purpose of
caculaing the MMCR, which is a spot market price, is Gas Daily's published "common
high price" index for natura gas, which more accurately reflects the cost incurred to

supply spot market eectricity than does the index selected by the CAISO. (PPL-1 at 22:12
- 28:17).

Saff Position: Staff does not oppose the 1SO's approach.
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2.  Totheextent hourly MM CPs ar e calculated based upon 10-

minute interval MM CPs, should theinterval MM CPs be
aver aged on aweighted or smple average basis?

IO Position: Smple. (ISO-1 at 55:11-56:14; 1SO-19 at 60:10-66:8).

The California Parties Position: The 1SO properly developed hourly MMCPs
by taking the smple average of the 10-minute MM CPs, rather than developing some
complex weighting that is not called for in the Refund Orders. (CAL-1at 3:11-19; CAL-

19 at 2:10-12).

California Generators Position: MMCPsfor each hour, to be used in
caculating refunds in the PX spot markets, should be caculated using aweighted average
of the 10-minute interva prices, with the weighting based on red-time generation by

eigible units. (GEN-1 at 48:8-50:11).

Powerex Corp.’s Position: Simple average basis. (PWX-5 at 28:7-8).

Saff Position: "Average" implies Smple average unless Commisson indructs
otherwise. (S-26 at 42:3-43:3).

3. Isthereaseparateformulafor calculating MM CPsfor
ancillary servicesand, if so, what isit?

Testimony on thisissue will not be introduced in the hearing on Issue 1 and
is deferred until the hearing on Issues 2 and 3.



